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AN APPRAISAL VS. AN INVESTMENT ANALYSIS, OR, HOW 
TO DOUBLE YOUR REAL ESTATE INVESTMENT IN 5 YEARS 


OW often have we heard the expression, under limiting conditions, “All 
H existing liens and encumbrances have been disregarded and the property 

is appraised as though free and clear under responsible ownership and 
competent management.”* That phrase is probably used more and read less 
than the contract in small print on the back of an airline ticket. Do appraisers 
really mean what they say? 


An encumbrance, according to Webster’s, is “a burden or charge upon 
property; a claim or lien upon an estate, which may diminishits value; specif. , 
any interest or right in land existing to the diminution of the value of the fee, 
but not preventing the passing of the fee by conveyance.” The Appraisal Term- 
inology has a similar definition but adds: “Mortgages, taxes, judgments are 
encumbrances known as liens. Restrictions, easements, reservations are en- 
cumbrances - though not liens.” We would add “unfavorable leases” as en- 
cumbrances under the strict application of the definition. All leases, however, 
are encumbrances on the title. Should we disregard encumbrances as though 
they are “the little man who wasn’t there,” or should they be weighed and con- 
sidered as affecting value? 








Without a doubt leases do have a direct effect on values; the extent is de- 
pendent on the lease terms. They cannot be disregarded and generally are not, 
despite the statement to that effect. 


Do mortgages, another encumbrance, affect the value of the real estate? 
For years little attention, if any, was paid to this type of encumbrance except 
by mortgage underwriters. Leon W. Ellwood, formerly Chief Appraiser for 
the New York Life Insurance Company, published in 1959 Ellwood Tables for 
Real Estate Appraising and Financing. His book is based on the statement: 
“The current mortgage money market necessarily affects the ‘cash market 
value’ of the property you are appraising ” Mr. Ellwood in his book quotes 
Justice Oliver Wendell Holmes: “All values are anticipations of the future, ” 
and limits his appraisal technique to income-producing properties, without re- 
gard to the “Comparative or Summation Approaches.” 














*The Appraisal of Real Estate, American Institute of Real Estate Appraisers, 
2d Ed., page 458. 
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Without a doubt the income approach, particularly on properties under 
long-term leases, is the most accurate method of appraising the fee or leased 
fee, as the case may be. Mr. Ellwood’s approach takes much of the guess- 
work out of selecting the proper capitalization rate. 





Investors today are primarily interested in income tax shelter and the cash 
flow of a real estate investment - not in the unrealistic value “if free and clear 
and unencumbered real estate.” Buyers of this type of real estate are informed 
and competent investors who are generally fully conversant with financing, 
management and the income tax accounting practice and legal rights involved. 
They know the tax advantages during ownership as well as the disposal bene- 
fits. Except for liquidity, real estate investments have many advantages over 
other forms of investments. These advantages are not confined solely to large 
investors but are also available to many small investors, though the benefits 
are not as great because of the possible differences in the individual tax rates 
applicable. 





The treatment of depreciation under income tax laws, the return of the 
capital sum invested in the depreciating improvements, is the prime advantage 
allowed the real estate investor. This is an allowable deduction which provides 
cash income to the investor, free of tax. This depreciation actually reduces 
the owner ’s investment on the theory that his property has lost that portion of 
its value annually. In practice, however, since the depression of the 1930’s 
the values of most properties have appreciated faster than the effects of de- 
terioration decreased them. Under these circumstances the depreciation al- 
lowance is actually a profit return that is not taxable in the year of its allow- 
ance. In fact, it becomes taxable only when and if the property is sold at a 
figure greater than the remaining depreciated value. At that time this profit 
becomes a long-term capital gain. In the interim the investor has enjoyed the 
use of that allowance with only the deferred tax liability. All investors, par- 
ticularly those in the upper tax brackets, realize the benefits of the 25 percent 
maximum capital gains tax. 








The present administration is attempting to eliminate this tax advantage by 
considering the capital gain to be only that amount of the sales price above the 
original purchase price. The difference between the original purchase price 
and the depreciated value would be treated as ordinary income. If it succeeds 
in getting this change enacted, the advantages of buying, holding, and selling 
will be reduced considerably. This should lessen the activity in the investment 
real estate market, as it would curtail the number of sellers. This, in turn, 
should force prices upward, particularly in view of the long-term inflationary 
picture brought about by the welfare and armament programs and the resulting 





deficit spending. 
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The advantages of depreciation allowances would not be totally lost, even 
though the proposed tax changes should be adopted. We should review the de- 
preciation methods used in applying the income approach to an appraisal prob- 
lem. The first and generally accepted method of processing the net income 

when it is not assured is by the straight-line method. Under this premise the 

depreciation allowance is returned each year in equal amounts, and at the end 
of the assumed economic life of the depreciating asset the total capital fund 
will have been returned and be available for reinvestment if the depreciation 
allowance has been saved. This premise in processing the income is not based 
on a reinvestment plan. Instead, dollar for dollar has been returned over a 
period of years for the owner to do with as he pleases. 


The second generally accepted method is the use of the compound interest 
valuation premise, sometimes called the “Inwood Coefficient.” This premise 
is preferred when the income stream is assured by lease and has the charac- 
teristics of an annuity. In this method the depreciation allowance is annually 
deducted from the capital account and a return is allowed for the following pe- 
riod on the basis of the depreciated capital account. Since the net incomeis 
stable over the period and the invested capital is reduced each period, a great- 
er amount is constantly left for partial return of the principal. 


Neither of the above methods of processing the income depends on a rein- 
vestment plan to restore the principal sum in toto. It is repaid in full over a 
period of years. If the owner pleases he may accumulate it in a safety deposit 
box, and have the entire sum at the end of the life of the principal. To do this 
would, of course, be rather foolish. Instead, the wise investor, particularly 
at a time when inflation is highly probable, reinvests the depreciation account. 
If he is a real estate investor, it probably means that he will reinvest in real 
estate. On the other hand, he may diversify and invest in the stock market. 
Regardless, he will invest for either a growth in capital value or for more than 
the safe return that could be secured from bonds or time deposits. What he 
does with the money is of no concern to the appraiser and his method of proc- 
essing the income. 





The third method of treating the income to arrive at a present value is by 
the sinking fund valuation premise (Hoskold’s Premise). This method does 
presuppose that the annual depreciation allowance is invested at a safe rate at 
compound interest in order to return the entire principal sum at the end of the 
assumed economic life of the depreciating improvements. It is only at the end 
of this period that the investor may get his capital sum returned, and then only 
if the safe rate of interest has been maintained. This approach is seldom used 
but is mentioned to familiarize the reader with these methods. 


f What, in theory, should the prudent investor in real estate do? Does he 

& & use the generally accepted methods used by appraisers in evaluating property? 
Many do - many don’t. Some consider gross multipliers, some net multi- 

pliers. ‘Many consider cash throw-off, etc. Later we will examine a typical 
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investment and consider what the investor really looks for. Definitely he does 
not consider the purchase as a free and clear investment, for he wants to em- 
ploythe advantages of borrowed moneyand reap the benefits of the equity money, 
which includes the premium for “risk.” (Many enterprising developers and in- 
vestors succeed in “mortgaging out” and toss the risk to the mortgagee and 
still enjoy the speculator ’s profit. ) 


The investor, when he uses the term “depreciation,” is speaking of allow- 
able return of capital for income tax purposes. It is generally computed in a 
different manner than the methods described earlier. He is looking at depre- 
ciation as atax shelter and the advantages of getting as much allowance as pos- 
sible in the early years. In that way he will have greater funds to reinvest in 
real estate and, in turn, secure further depreciation allowances on the new 
investment - more nontaxable income. The important point in building up an 
estate in a rising market is to finance to the hilt and take the depreciation on 
the entire investment, although he actually owns but a small share of the over- 
all investment. 


The methods of securing accelerated allowable depreciation are the 200 
percent declining-balance method and the sum-of-the-years digits method for 
application on investments in newly constructed improvements. If anyone has 
used the property before you, these methods may not be used. Under such 
circumstances you may use the 150 percent declining-balance method or straight 
line. To enjoy the maximum tax benefits in the early years it is advantageous 
to use the former method. 


Permission of the Treasury is not required to change your method of re- 
porting from a 200 percent declining-balance to straight line at any time. Con- 
gress probably intended that this should also apply on the 150 percent declining- 
balance method, but did not specifically state, and so this advantage may only 
be secured on used property with permission of the Government. It becomes 
advantageous to make such a change about midway through the improvement’s 
life. In order to determine the exact point divide the undepreciated balance by 
the years of remaining life. When that result is greater than the annual rate 
for that year by the declining-balance method, make the changeover. A com- 
parison of these methods applied to a $100,000 improvement having a 20-year 
life is shown on the following page. 
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NEW PROPERTY OLD PROPERTY 
200% 
Declining-Balance 150% 

Sum of the Digits 200% Change to Declining- Straight 

Year Factor Amount Declining-Balance Straight Line Balance Line 
ist 20/210 $ 9,524 $10, 000 $ 10,000 $7,500 $ 5,000 
2d 19/210 9, 048 9,000 9, 000 7,125 5, 000 
3d =s-:« 18 /210 8,571 8,100 8,100 6, 769 5, 000 
4th 17/210 8, 095 7,290 7,290 6,430 5, 000 
5th 16/210 7,619 6,561 6, 561 6,109 5, 000 
6th 15/210 7,143 5,905 5, 905 5,803 5, 000 
7th 14/210 6,667 5,314 5,314 5,513 5, 000 
8th 13/210 6,190 4,783 4,783 5, 238 5, 000 
9th 12/210 5,714 4,305 4,305 4,976 5, 000 
10th 11/210 5, 238 3,874 3,874 4,727 5, 000 
lith 10/210 4,762 3, 487 3, 487 4,491 5, 000 
12th 9/210 4, 286 3,138 3,487 4, 266 5, 000 
13th 8/210 3,810 2,824 3,487 4,053 5, 000 
14th 7/210 3,333 2,542 3,487 3,850 5,000 
15th 6/210 2,857 2, 288 3, 487 3,708 5, 000 
16th 5/210 2, 381 2,059 3,487 3,522 5, 000 
17th 4/210 1,905 1,853 3, 487 3, 346 5, 000 
18th 3/210 1,429 1, 668 3, 487 3,179 5, 000 
19th 2/210 952 1,501 3, 487 3,020 5, 000 
20th 1/210 476 1,351 3,485 2,869 5, 000 
210 digits $100, 000 $87,843 $100, 000 $96,474 $100,000 





The 20-year life ascribed to the new building was selected to illustrate the 
methods. The Internal Revenue Service would not allow such a rapid write-off 
on most new construction. 


The foregoing computations are based on an overallor composite depreciation 
method as distinguished from a separate rate. It is generally advisable to se- 
cure even more favorable depreciation allowances by employing separate rates 
on the various component parts of the building having varying life expectancies. 
Bulletin “F” published by the Internal Revenue Service is a guide to allowable 
depreciation rates on buildings and equipment. 


In order to apply separate rates a breakdown of the value of the component 
parts of the building must be creditably established by either an appraiser, en- 
gineer, architect, or builder. To demonstrate this application it is assumed 
that a new structure costing $100,000 is made up of the following items: 








Life 200% Declining - lst Year 
Component Cost _ Expectancy Balance Rate Depreciation 
Building $ 65,000 50 yrs. 4.00% $2, 600 
Air Conditioning 5, 000 15 yrs. 13.33 667 
Heating 12,000 20 yrs. 10. 00 1, 200 
Elevator 18, 000 25 yrs. 8.00 _1, 440 
$100, 000 $5, 907 
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Having a new building, we selected the 200 percent declining-balance 
method and applied that to the individual costs. A greater breakdown could be 
used and include wiring, plumbing, and roofing. On the basis of a composite 
rate, the Government would have allowed 25 percent. On the declining-balance 
base the first year’s depreciation would have been but $5,000. By using the 
separate rates on the components, an additional $907 was allowed. It is im- 
portant for the investor to take maximum allowances in order to make addi- 
tional cash available for reinvestment. 


In order to demonstrate the method of advantageously using the depreciation 
allowance permitted under Internal Revenue Service regulations, we are as- 
suming in this bulletin that an individual would like to start in the real estate 
investment field. This example is just one of many examples on how real es- 
tate investments can be pyramided. In this instance we are assuming that the 
investor was successful in locating an owner of land which is suitable for a 
small supermarket operation. 


The land contains 48,000 square feet in an outlying section of an urbanized 
community. The land has a value of approximately 50¢ per square foot, ora 
total value of $24,000. On the basis of a 3:1 parking ratio, it would support a 
12,000-square-foot store building, and the land owner is willing to accept an 84 
percent return on his investment, including taxes, or an annual land rental of 
$2, 040. 


The investor negotiates witha local grocery chain to construct a 12,000- 
square-foot building on this site for lease to the chain at an $18,000 annual 
minimum rental, which is the equivalent of $1.50 per square foot of gross 
building area. In addition it agrees to pay a 15 percent rental on its gross vol- 
ume of business in excess of $1,200,000. This would mean that the grocery 
operation would have to have a gross volume of business in excess of $100 per 
square foot of total area before any overage would be paid. The trade area is 
not densely populated at this time and there is a question as to whether this 
volume of business could be secured at this time. Because of the growth in the 
area, there is the possibility that at some future date an overage will be paid. 
The value of this potential overage is disregarded by the investor at this time 
in his computations. 


The investor contacts a local mortgage banker andis informed he can secure 
a 20-year 66 percent loan on the $100, 000* improvement. This would mean that 
the investor would be required to raise $34, 000 of his own money in the venture. 


The mortgage banker furnishes the investor with a copy of the appraisal 
which was made on the subject property. It was also the opinion of the ap- 
praiser that no overage rental could be expected in the foreseeable future, and, 
consequently, he considered only the minimum rental of $18,000a year. His 
income approach is summarized on the following page. 




















*Includes building costs, site improvements, and interest during construction. 
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Gross AnnualIncome ... $ 18,000 


Less Expenses: 


Taxes on improvements .............-. $2, 400 
RS ss & aa 6 a vee heer rT. 530 
ee ee oe 720 
Maintenance and repairs ..........-..ee-. 500 
a a eee Oe er ee a 2,040 
Reserves for replacement of equipment: 
Air conditioning ..... $500 
a a re 300 
Pee _-« 22 1,250 7,440 
sew aransh ae ocd: ove en a te Qe a et $ 10,560 
Capitalize - 8%, 40 year straight line fac0GF ..w 6 oo 6 oe cee 9.52381 
fk PPE CET te $100, 571 


call $100,000 


His summation approach to value verified that the construction costs were 
in line and not excessive at $100, 000. 


The investor is confronted with several other considerations: 


1. What will be the net return on hisinvestment - the equity capital of 
$34,000? Will it be adequate for the risk involved? 


2. Whatwill be the taxable income and what tax shelters could be expected? 
3. What should be done with the allowable depreciation? 


4. What is the advantage of refinancing? 


5. Is there sufficient cash flow to provide for debt service, allowable de- 
preciation and income taxes? 


In order to estimate his return on his equity the following considerations 
and computations have been made. 


During the first five years, maintenance and repairs will be ata minimum - 
considerably less than the stabilized expenses used in the appraisal. Reserves 
have been summarized in total and would not be an actual liability during this 
period but could be used to temporarily inc ease the cash flow in order to con- 
tinue with the reinvestment policy. The owner’s equity return for the first 
five years is summarized on the following page. 
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ist Yr. 2d Yr. 3d Yr. 4th Yr. 5th Yr. 





























Gross AnnualIncome ..... $18,000 $18,000 $18,000 $18,000 $18,000 
Less Expenses: ine. cin 
a $ 2,400 $ 2,400 $ 2,400 $ 2,400 $ 2,400 
Insurance........... 530 530 530 530 530 * f 
Management ......... 720 720 720 720 720 , 
Maintenance and repairs . 500 500 500 500 500 
PL. 26s 6 6 50-0 ¢ 2,040 2,040 2,040 2,040 2,040 
Reserves for replacements 1,250 1,250 1,250 1, 250 1,250 | 
Total Expenses ......... $7,440 $7,440 $7,440 $7,440 $ 7,440 
Net before mortgage interest 
kn oh tn 60 2 $10,560 $10,560 $10,560 $10,560 $10,560 
Less mortgage interest 
riage eae 3,912 3,803 3,687 3,564 3,414 








Net before depreciation but 
including replacement re- 


eS a-5'9-6.0 6.6 6 6 6 $6,648 $6,757 $6,873 $6,996 $ 7,146 


Owner ’s cumulative invest- 
ment because of mortgage 
amortization at end of 


a $35,766 $37,642 $39,634 $41,748 $43,992 
% Return on cumulative equity 
before depreciation .... 18.6% 18. 0% 17.3% 16.8% 16.2% 





On the basis of a 2.5 percent depreciation allowance based on a 40-year life 
estimated by the appraiser, the owner’s return on his investment may be re- 
duced from 16.1 percent after the first year to 13.7 percent after five years. 
The investor realizes, particularly during inflationary periods, that the normal 
depreciation allowance is excessive and in fact can be nonexistent depending on 
the amount of inflation anticipated. Because of amortization of the loan, the 
owner ’s equity is constantly increasing, and in turn his equity return will de- 
crease. That is one of the reasons investors generally are constantly inter- 
ested in frequent refinancing. This will be discussed later. However, despite 
the increase in equity the net as shown in the last line of the above tabulation 
would indicate a very satisfactory return. 

Consideration next is given to the question of the investor’s income tax 
liability and the tax shelter. From his bid estimates he is able to break down 
the cost of the building into the following major components and ascribe the 
appropriate annual allowable depreciation rates to each for the first five years. 

200% 
Declining - 

















Life Balance ist 2d 3d 4th Sth 
Component Cost Expectancy — Rate _ Year Year Year Year Year 
Building $ 65,000 50 years 4.00% $2,600 $2,496 $2,396 $2,300 $2,208 
Air Conditioning 5, 000 15 years 13.33 667 578 501 434 376 
Heating 12, 000 20 years 10. 00 1,200 1,080 972 875 787 
Elevator 18, 000 25 years 8.00 1,440 - 1,325 1,219 1,121 1,032 
$100, 000 $5,907 $5,479 $5,088 $4,730 $4,403 
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The depreciation allowable in this five-year period totals $25,607, or al- 
most 26 percent of the construction costs, or a little over 75 percent of the 
owner ’s original equity. 


With allowable depreciation computed for the first five years, the investor 
is then able to estimate his taxable income. His taxable income for the first 


five years is estimated as follows: 


lst Yr. 2d Yr. 3d Yr. 4th Yr. 5th Yr. 














Gross AnnualIncome ..... $18,000 $18,000 $18,000 $18,000 $18,000 
Less Allowable Expenses: 
eee 5 gb a $ 2,400 $ 2,400 $ 2,400 $ 2,400 $ 2,400 
SS gag ko oles 530 530 530 530 530 
Management ......... 720 720 720 720 720 
Maintenance & repairs (est.) 250 250 250 250 250 
eae 2,040 2,040 2,040 2,040 2,040 
Mortgage interest ..... 3,912 3,803 3,687 3, 564 3,414 
Depreciation ......... 5, 907 5, 479 5, 088 4,730 4, 403 
Total Expenses ......... $15,759 $15,222 $14,715 $14,234 $13,757 
Net Taxable Income ...... $ 2,241 $2,778 $ 3,285 $ 3,766 $ 4,243 


Subtracting the taxable income from the net before depreciation would indi- 
cate the extent of this tax benefit. The table below shows the tax benefit for the 
first five-year period. 


lst Yr. 2d Yr. 3d Yr. 4th Yr. 5th Yr. 





Net before depreciation but 
including replacement re- 





SS $ 6,648 $6,757 $6,873 $6,996 $ 7,146 
Less net taxable income ... 2,241 2,778 3,285 3, 766 4,243 
Annual tax shelter ....... $ 4,407 $ 3,979 $ 3,588 $ 3,230 $ 2,903 


The investor realizes at once the tremendous tax benefits he could get by 
the tax shelter of depreciation, particularly during the first five years. If any 
personal property, having a six-year life or more, were included an additional 
20 percent accelerated depreciation could be taken on such property during the 
first year. This makes hotels and motels a very attractive investment. How- 
ever, no personal property is included in this example. Successive years will 
not be as favorable from an income tax standpoint as taxable profits will in- 
crease primarily for two reasons: first, as the mortgage is paid off less in- 
terest is paid on the outstanding indebtedness; and, second, the allowable de- 
preciation rate on this basis declines. Furthermore, the expenses, which in- 
clude maintenance and repairs, will probably be very negligible in the first 
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five years and probably will not amount to the annual ascribed cost during this 
first five-year period. Nevertheless, taxable profits during this period will be 
considerably under the owner ’s equity return. 


A real estate investor in building up his interests disregards the safe rates 
of interest customarily secured in savings accounts, Government bonds, as 
well as grade “A” corporation bonds. He is more interested in securing the 
tax shelters enjoyed in this field of investment and the considerably higher 
profits than those he could secure in practically any other type of investment. 
The old-time investor who has numerous properties in his portfolio can rein- 
vest the depreciation allowances on each of these properties annually to pur- 
chase new real estate investments. The subject hypothetical investor, on the 
other hand, is just starting out and, consequently, the permitted depreciation 
allowances are not great enough for annual prime real estate investment. 


Consequently, he will be dependent on an accumulation of depreciation. In 
this instance we arbitrarily ascribed a five-year period to accumulate ade- 
quate funds to reinvest. On page 610 we indicated annual allowable depreciation 
reserves for the first five-year period. These total $25,607. On the other 
hand, the annual reserves could be reinvested in municipal bonds which are 
tax free at 34 percent compounded semiannually. We have calculated the ac- 
cruals from this investment fund as follows: 


$5,907 invested for 4 years x factor 1.1489 = $ 6,786.55 


5, 479 3 1.1097 = 6,080.05 
5, 088 2 1.0719 = 5,453.83 
4,730 ] 1.0353 4,896.97 
4,403 not available for investment 4,403.00 
Fund available for reinvestment at end 

I 5.6 <6 & nid ore 3 kok & Oe See mae $27,620.40 


This is certainly an adequate fund for reinvestment in another real estate 
project that can again be used to further provide tax shelters. However, by 
refinancing the original mortgage, additional funds can be made available. It 
has been the practice among the progressive real estate investors to refinance 
at an even higher loan than the original. However, for our purposes, we as- 
sumed that the property has not advanced in value but merely retained its orig- 
inal value of $100, 000. 


In other words, another $66,000 loan could be secured. In this five-year 
interim amortization would have reduced the unpaid loan balance to $56, 007.60 - 
a payoff of $9,992.40. This could be added tothe $27,620.40 capital accrued 
from the allowable depreciation account. However, there probably would be a 
prepayment penalty clause on the mortgage which we have assumed to be 3 per- 
cent of the unpaid balance of $56,007, or $1,680. There would also be the re- 
financing costs which we estimated would average out at $1,500. This would 
then leave but $6,812 to add to the $27, 620for reinvestment - a total of $34, 432. 
That amount is slightly more than the original equity investment. 


* 
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The only estimate that remains to be made is whether there will be suffi- 


cient cash flow during th ‘st five-year period to set aside in the allowable 
depreciation investment a t. These computations follow. 
Gross Annual In: » © 6 6.0. a ete so Xeon 


Less Expensé 
I 


es . ' +e ele eee 











Insurancs Sat aoe eee 530 
Management : oa hee 720 
Maintenance é oe 250 
Land rental ee 2,040 
Mortgage requi icipal&int.) 5,674 
Total Expenss je a. eee ete eo 11,614 
Estimated Ar vy, After Debt Service, 
During First I ir Pe Gictcevk ween abo ance Bee 
With this estimate w for the first five-year period, there would be 
adequate cash to pr the allowable depreciation. The difference be- 
tween the cash flow a1 depreciation allowances would be available for 
income tax purposes rhe ving table summarizes these findings: 
2d Yr. 3d Yr. 4th Yr. 95th Yr. 
Cash flow..... a $6, 38¢ $6 , 386 $6 , 386 $6 , 386 $6 , 386 
Allowable depreciatior , 907 2,479 0, 088 4,730 4,403 
Available for income ta» $ 479 $ 907 $1,298 $1,656 $1,983 
Taxable Income $2,241 $2,778 $3, 285 $3, 766 $4, 243 
At this poi the individual investor and his tax rate. 
During the first year th bly would not be sufficient income to put aside 
the entire depreciatio1 ind to pay income taxes. However, except 
for persons in high 1 ts, emaining four years would supply the 
tax and depreciat 


The important inalysis is that it is possible in real estate, 
despite income tax t e one issets in five years and hedge against 
inflation. 


What is this What is the correct capitalization rate and 
how far can this pyr: Is a iventional appraisal an adequate mea- 
sure of value? By gene epted appraisal methods the investment in the 
property rights is wort ] but it takes only $34,000 of equity to 
finance the transacti \ ther il tment, under current tax laws, could 
provide such a worthy In practice, many builders employ these 
methods and car imate profit on the $100,000 construction 
cost of $15,000 hat estment in cash would amount to only 








repens He 
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$19,000. This would be still a better way in which to employ their knowledge 
and organization in times of slack business. 


Real estate brokers, too, could employ this means to put together the ef- 
forts and abilities of builders and investors for their own profit. Future bulle- 
tins will be written showing the advantages, though not as great as on this new 
property, of investing in various types of existing real estate not requiring as 
much as a $34, 000 equity position. 


Hee. J--RANDALL, M.A.I. 














